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Abstract 
This paper focuses on the monetary policy expectations and transmission role of the yield curve. 
It examines the impact of monetary policy expectations on market interest rates in Malaysia. In 
other words, this paper investigates whether expectations are fully transmitted to the yield curve 
end of short term money market. 
This study uses OIS (Overnight Indexed Swap) rate as the monetary policy expectations. The 
OIS rate is based on a derivative contract on the overnight rate, and is a measure of the market's 
expectation of the overnight fund's rate over the term of the contract. The contributions of this 
paper are as follows. First, this study is the first to investigate the transmission of monetary 
policy expectations on market interest rates in Malaysia. So far the impact of monetary policy 
expectations on market interest rates has never been investigated using the OIS rate in Malaysia. 
Second, this paper analyzes monetary policy expectations and interbank interest rates in the 
maturities from one-, three, six, nine months and one-year. Monetary policy expectations have 
a strong impact on the interbank interest rate in the maturities form one-, three, six, and nine-
month because OIS rate and interbank interest rate are in the relationship of one to one in these 
maturities. On the other hand, interbank interest rate of one-year is propelled more than the impact 
of monetary policy expectations because the impact is 1.390. This is because there might be some 
noises such as credit risks are incorporated in the maturity of one-year interbank interest rate. 
As an implication of monetary policy, the Bank Negara Malaysia can control interbank interest 
rates in the maturities from one-month to nine-month through monetary policy expectations. For 
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this matter, the Bank Negara Malaysia needs to continue to conduct effective communication with 
financial markets. This paper analyzes interbank interest rates in conventional banking. Islamic 
banking has expanded rapidly in Malaysia. The impact of monetary policy expectations on rates of 
return in Islamic banking need to be investigated. I would like to make this point as further study. 
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